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SUBJECT: BANANAS: TAXES, COSTS, AND COMPETITIVENESS 

1. SUMMARY. EMBOFES, IN RECENT DISCUSSION WITH KEY 
ADVISOR TO COSTA RICAN GOVERNMENT ON BANANA PROBLEMS, 
DETECTED GROWING CONCERN ABOUT RELATIVE COMPETITIVENESS 
OF COSTA RICAN BANANAS. PROBLEM INVOLVES BOTH BANANA 
TAXES AND RELATIVE COSTS OE PRODUCTION. THE GOVERNMENT 
IS CONSIDERING NEW BANANA LEGISLATION. END SUMMARY. 

2. KEY GOVERNMENT BANANA ADVISOR TOLD EMBOFES THAT 
UPEB IS NOW ENGAGED IN A STUDY OF COSTS OF PRODUCTION 
IN VARIOUS BANANA EXPORTING COUNTRIES. PRELIMINARY 
FIGURES AVAILABLE TO HIM SHOW THAT COSTA RICA HAS 
HIGHEST PRODUCTION COST ($1.60), FOLLOWED BY HONDURAS 
AND PANAMA (AT ABOUT $1.58). LOWEST AREA COSTS ARE 

IN COLOMBIA (ABOUT $1."3’ AND ECUADOR ($1.28). COSTA 
RICA'S MINIMUM EXPORT PRICE OF $2.15 PER BOX WHICH 
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PRODUCERS BUT NOT NECESSARY EOR BANANAS GROWN ON 

COMPANY PLANTATIONS MAKES THE SITUATION WORSE. 

3. COSTA RICA ALSO HAS THE HIGHEST BANANA TAX. ITS 

45 CENT TAX COMPARES TO 35 CENTS IN HONDURAS AND PANAMA 
AND ZERO IN ECUADOR. PARTIALLY OEFSETTING THE TAX 
DIEFERENCE IN FAVOR OE ECUADOR IS THE HIGHEST FREIGHT 

THAT ECUADOR MUST PAY TO THE U.S. MARKET (ESTIMATED 
AT 35 CENTS PER BOX BY THE SOURCE). ALSO COSTA RICAN 
BANANAS, BEING OF HIGHER QUALITY, WOULD RATE A QUALITY 
DIFFERENTIAL. 

4. SOURCE CONFIRMED THAT THE GOVERNMENT IS WORKING ON 
A NEW BANANA LAW, BUT THE PROJECT IS AT AN EARLY STAGE. 

NO DRAFT YET EXISTS. HE SAID THAT THE NEW LAW COULD 
WELL MAKE CHANGES IN THE TAX SYSTEM THAT WOULD REDUCE 
THE OVERALL TAX BURDEN ON COSTA RICAN BANANAS. A REDUCTION 
IN THE BANANA TAX WOULD NOT BE POLITICALLY FEASIBLE 

AS A SEPARATE MEASURE, THE SOURCE STATED, BUT COULD BE 
UNDERTAKEN AS PART OF A WHOLE NEW LEGAL STRUCTURE FOR 
THE BANANA INDUSTRY. 

5. COMMENTS: A NEW LEGAL FRAMEWORK FOR THE BANANA 
INDUSTRY WOULD BE LIKELY TO ELIMINATE UNITED BRANDS' 
LONGSTANDING CONTRACT HERE, THE BENEFITS OF WHICH ALSO 
ACCRUE TO OTHER COMPANIES THROUGH THE MOST FAVORED 
COMPANY PRINCIPLE. THIS CONTRACT IS CONSIDERED BY 

THE GOVERNMENT TO BE THE RELIC OF A BYGONE ERA, WHICH 
TO A GREAT EXTENT IT IS, AS COSTA RICA IS THE ONLY 
COUNTRY WHERE THE COMPANIES STILL OPERATE UNDER CONCESSION 
ARRANGEMENTS. UNITED BRANDS, IN THE EMBASSY'S 
JUDGMENT, WOULD PROBABLY BE WILLING TO GIVE UP ITS 
CONTRACT AND ABANDON ITS LEGAL CASE, WHICH ASSERTS THAT 
THE GOVERNMENT'S BANANA TAX IS UNCONSTITUTIONAL, IN 
RETURN FOR A NEW LEGAL FRAMEWORK THAT WOULD IMPROVE ITS 
DE FACTO TAX SITUATION HERE AND CONFIRM THE NEW MORE 
COOPERATIVE AND PRODUCTIVE RELATIONSHIP THAT HAS EXISTED 
BETWEEN THE BANANA COMPANIES AND THE GOVERNMENT SINCE 
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THE DE FACTO SETTLEMENT OE THE TAX QUESTION AND THE 
CEDING OF UNUSED BANANA LANDS. 

6. ONE POSSIBLE MEANS BEING DISCUSSED HERE OF REDUCING 
THE EFFECTIVE TAX ON BANANA EXPORTS WOULD BE TO FIX THE 
TAX YIELD AT A CERTAIN DOLLAR LEVEL SO THAT INCREASED 
EXPORTS WOULD RESULT IN A LOWER PER UNIT TAX. 
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7. THE MAIN DANGER IN ATTEMPTING TO ENACT NEW BANANA 
LEGISLATION IS THAT RADICAL ELEMENTS IN THE CONGRESS 
WOULD PROBABLY TRY TO USE IT AS A VEHICLE TO ATTACK 
THE BANANA COMPANIES AND THE GOVERNMENT. WHAT EMERGED 
EROM THE CONGRESS MIGHT BE WORSE THAN THE PRESENT 
STRUCTURE UNDER WHICH THE COMPANIES OPERATE. 
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